| Recordkeeping for Employees '

Summary

During audit fieldwork, the Audit staff determined that KDC did not maintain any monthly
payroll logs, as required, to document the percentage of time each employee spent in connection
with a federal election. For 2011 and 2012, the Audit staff identified payments to KDC
employees totaling $833,262, for which KDC did not maintain monthly payroll logs. This
consisted of $820,979, for which payroll was allocated with federal and non-federal funds, and
$12,283, for which payroll was exclusively non-federal. Subsequent to the exit conference,
KDC amended its reports to disclose $503,149 of the employee salaries, previously reported as
allocated expenses, as 100 percent federal expenses. The amended reports did not preclude this
matter from the audit report because the amendments were filed afier notification of the audit.

The Audit staff verified the accuracy of KDC’s amended reports, and in light of the
Commission’s guidance with respect to recordkeeping for employees paid with 100 percent
federal funds and reported as such, the Audit staff concluded that no further action was necessary
with respect to recordkeeping for the $503,149 in employee salaries. :

In response to the Interim Audit Report recommendation, KDC addressed the recordkeeping for
the remaining $330,113 by stating it has implemented procedures to track and document, to the
extent they are paid all or in part with non-federal funds, employees that work 25 percent or less
of their time in connection with federal elections and federal election activities.

- The Commission approved a finding that KDC failed 1o maintain monthly payroll logs for the -
$820,979 that KDC disclosed as having been paid with an allocation of federal and non-federal
funds. The Commission did not approve the portion of the recommendcd finding related to the
$12,283 in payroll paid cxclusively with non-federal funds and, as such, these expenses are
presented as an “Additional Issve.”

Legal Standard

Maintenance of Monthly Logs. Party committecs must keep a monthly log of the percentage of
time each employee spends in connection with a federal election. Allocations of salaries, wages,
and fringe benefits are to be undertaken as follows:

e employees who spend 25 percent or less of their compensated time in a given month on -
federal election activities must be paid either from the federal account or be allocated as
administrative costs;

e employees who spend more than 25 percent of their compensated time in a given month:
on federal election activities must be paid only from a federal account; and,

o employees who spend none of their compensated time in a given month on federal
election activities may be paid entirely with funds that comply with state law.

11 CFR §106.7(d)(1).



Facts and Analysis

A. Facts

During ficldwork, the Audit staff reviewed disbursements for payroll. KDC did not maintain any
monthly payroll logs or equivalent records to document the percentage of time each employee
spent in connection with a federal election. These logs are required to document the proper
allocation of federal and non-federal funds used 10 pay employee salaries and wages. For 2011
and 2012, KDC did not maintain logs for $833,262 in payroll.' This amount includes payroll
paid as follows to KDC employees.

A. Employees reported on Schedule H4 (Payments for Allocable Expenses) and paid
with a mixture of federal and non-federal funds during the same month (totaling
$820,979); and

B. Employees paid exclusively with non-federal funds in a given month and not reported
by KDC (totaling $12,283).

The Audit staff requested that KDC provide documentation to verify the time employees spent
on federal election activity. In response, KDC provided signed affidavits for seven employees
who worked in 2012. The affidavits stated the employec name, job title and responsibilities, the
time period covered by the affidavit and the funding used. They also included a brief statement
concerning the time spent on federal election activity. KDC provided no affidavits for
employees who worked in 2011.

The affidavits provided by KDC did not resolve the recordkeeping finding because they were
prepared after notification of the audit.

B. Interim Audit Report & Audit Division Recommendation

The Audit staff discussed the recordkeeping requirements with KDC representatives during audit
fieldwork and at the exit conference. KDC's counsel stated that, even though payroll was
reported as an allocable expense on Schedule H4, KDC did not make the necessary transfer of
non-fedcral funds to cover its portion of the expense. Thus, counsel contended that time logs
were not required since the payroll had becn paid with 100 percent federal funds. At the exit
conference, counsel asked whether amending the disclosure reports by moving the payroll
disclosed on Schedule H4 to Schedule B, Line 30b (Federal Election Activity Paid Entirely with
Fedcral Funds) would negate the finding. The Audit staff responded that the finding would
remain in the audit report regardless of any such amendments, since KDC, at the time of the
audit, disclosed these transactions as allocable expenses on Schedule H4. Subsequent to the exit
conference, KDC filed amended reports to disclose $503,149 in payroll on Schedule B, Line
30b; thus, leaving $317,830 still on Schedule H4. The Audit staff verified that KDC had not
made the transfers from its non-federal account to cover the $503,149 now reported as 100
percent federal election activity. As such, no further action was necessary with respect to the
recordkeeping for payroll totaling $503,149 and paid with 100 percent federal funds.

' This total includes payroll for employces paid with 100 percent fedcral funds and reported as such. Subscquent to
the exit conference, KDC filed amended reports which disclosed payroll transactions, previously disclosed as
allocable expenses on Schedule H4, as 100 percent federal expenses on Schedule B, Line 30b. Payroll amounts
are statcd net of taxes and benefits.




The Interim Audit Report recommended that, for the remaining payroll reported on Schedule H4
($317,830) and payroll paid exclusively with non-federal funds ($12,283), KDC provide
evidence that it maintained monthly time logs to document the percentage of time each employee
spent in connection with a federal election or implement a plan to maintain monthly payroll logs
in the future.

C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, KDC's counsel stated that KDC does
not have any specific documents to supplement the information that has alrcady been provided to
the Commission. Counsel further added that KDC has implemented procedures to track and
document, to the extent they are paid all or in part with non-federal funds, employees that work
25 percent or less of their time in connection with federal elections and federal election activities.

D. Draft Final Audit Report

The Draft Final Audit Report acknowledged that KDC has implemented procedures to track and
document, to the extent they are paid all or in part with non-federal funds, employees that work
25 percent or less of their time in connection with federal elections and federal election activities.

E. Committee Response to the Draft Final Audit Report
KDC did not provide any additional information or documentation in its response to the Draft
Final Audit Report.

Commission Conclusion

On March 10, 2015, the Commission considered the Audit Division Recommendation
Memorandum in which the Audit staff reccommended that the Commission find that KDC failed
to maintain monthly payroll logs totaling $833,262, as required, to document the percentage of
time each employee spent in connection with a federal election.

The Commission approved a finding that KDC failed to keep monthly payroll logs for the
$820,979 that KDC disclosed as having been paid with an allocation of federal and non-federal
funds. The Commission did not approve the portion of the recommended finding related to the
$12,283 in payroll paid exclusively with non-federal funds during a given month and, as such,
the matter is presented in the “Additional Issue” section.



